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SUB J : BRAZIL'S YEAR-END RESERVES 

REF: (A) STATE 0041 16; (B) BRASILIA 0517 

1 . FOLLOWING INFORMATION IS PROVIDED IN 
RESPONSE TO QUESTIONS POSED IN REFTEL A: 

A. PRE-EXPORT FINANCING TAKES PLACE 
WHEN AN EXPORTER BORROWS CRUZEIROS FROM HIS 
LOCAL BANK AGAINST A FUTURE EXPORT. THIS 
BORROWING CAN BE ACCOMPLISHED EITHER THROUGH 
A STRAIGHT DOMESTIC CRUZEIRO LOAN OR THROUGH 
A CRUZEIRO LOAN REPRESENTING THE LOCAL CURRENCY 
COUNTERPART OF A FOREIGN LOAN. TO FULFILL THE 
SECOND KIND OF TRANSACTION, BRAZILIAN BANKS 
MAINTAIN CREDIT LINES (USUALLY IN DOLLARS) 

WITH FOREIGN BANKS. WHEN AN EXPORTER REQUESTS 
PRE-EXPORT FINANCING THROUGH THE FOREIGN LOAN 
MECHANISM, THE LOCAL BANK DRAWS DOWN A 
CREDIT LINE, CONVERTS THE FOREIGN EXCHANGE 
INTO CRUZEIROS WITH THE CENTRAL BANK AND 
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LENDS THE PROCEEDS TO THE EXPORTER. WHETHER 
THE EXPORTER CHOOSES ONE OR THE OTHER TYPE 
OF FINANCING DEPENDS ON THE RELATIVE 
INTEREST COST. A KEY CONSIDERATION IN THE 
EXPORTER S DETERMINATION IS HIS EXPECTATION 
ABOUT FUTURE DEVALUATIONS OF THE CRUZEIRO, 

SINCE UNDER THE FOREIGN FUNDED LOAN HE ASSUMES 
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THE EXCHANGE RISK. AT PRESENT THE INTEREST 
RATE DIFFERENTIAL IS IN FAVOR OF FOREIGN 
BORROWING (SEE REFTEL B). FINANCING TERMS 
AVERAGE 60 DAYS. 

B. WITH RESPECT TO THE FOREIGN SOURCES 

OF PRE-EXPORT FINANCING, WE HAVE NO HARD FACTS 
SINCE THE CENTRAL BANK DOES NOT GIVE OUT ANY 
INFORMATION ON ITS SHORT TERM BORROWINGS. IF 
WE ASSUME, HOWEVER, THAT SHORT-TERM BORROWING 
FOLLOWS THE SAME GENERAL PATTERN AS MEDIUM AND 
LONG-TERM CAPITAL INFLOWS, THEN ONE CAN ESTIMATE 
THAT CLOSE TO 50 PERCENT OF BRAZIL'S TOTAL PRE- 
EXPORT FINANCING COMES FROM U.S. BANKS AND THEIR 
FOREIGN AFFILIATES. AT THE END OF 1976, PRE- 
EXPORT FINANCING PROBABLY REACHED AN ALL TIME 
HIGH. A GOVERNMENT OFFICIAL HAS TOLD US 
THAT THE TOTAL WAS "OVER DOLS 1.0 BILLION". 
ALTHOUGH A NUMBER OF PRIVATE BANKERS HAVE 
INDICATED THAT THE FIGURE MAY BE UNDER 
DOLS 1.0 BILLION. 

C. THE SECTOR THAT RECEIVES THE BULK 

OF THE PRE-EXPORT FINANCING IS AGRICULTURE, 

WITH COFFEE AND SOYBEANS BEING THE PRINCIPAL 
PRODUCTS. 

D. WITH RESPECT TO THE EXPECTED IMPACT 

OF THIS BORROWING ON THE BALANCE OF PAYMENTS 
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POSITION IN 1977, THIS DEPENDS ON TWO FACTORS: 

(1) THE FROWTH OF EXPORTS AND (2) INTEREST RATE 
DIFFERENTIALS. THE HIGHER THE GROWTH OF EXPORTS, 
PARTICULARLY OF AGRICULTURAL PRODUCTS, THE 
GREATER THE POTENTIAL FOR PRE-EXPORT FINANCING. 

IF THE CURRENT INTEREST RATE DIFFERENTIAL IS 
MAINTAINED, THERE IS EVERY EXPECTATION THAT PRE- 
EXPORT FINANCING WILL CONTINUE TO BE AN IMPORTANT 
SOURCE OF FOREIGN BORROWING. SHOULD, HOWEVER, 
THE INTEREST RATE INCENTIVE FOR FOREIGN BORROWING 
BE GREATLY REDUCED OR EVEN ELIMINATED DURING THE 
COURSE OF THE YEAR, ONE CAN EXPECT THE UNWINDING 
(I.E., NET REPAYMENT) OF A GOOD PART OF THE 
CURRENTLY OUTSTANDING AMOUNT OF PRE-EXPORT 
FINANCING. IF THAT WERE TO OCCUR, IT WOULD 
TEND TO DECREASE OFFICIAL RESERVES TO A 
LEVEL WHICH IS MORE IN LINE WITH THE UNDER- 
LYING GROWTH OF EXPORTS SINCE PRE-EXPORT 
FINANCING IS NOTHING MORE THAN ADVANCING 
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EXPORT RECEIPTS. 
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